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Smith: Solution To Medicare Accounting Problems

Medicare accounting for hospitals, with the number
of cost allocation and reimbursement methods al
lowed, has seemed to many accountants an almost
insurmountable work and time problem. Now, how
ever, one manufacturer has offered a possible —

SOLUTION TO MEDICARE

ACCOUNTING PROBLEMS
by Robert M. Smith
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as a ratio to the hospital’s entire
patient load; reimbursement is then
made according to the proportion
of Medicare patients cared for.
This reimbursement is actual cash
income for the hospital, so it is
vitally important to the institution
that it pick the accounting method
that will maximize this reimburse
ment income.
Yet this is the difficulty. Most
hospitals are, like other nonprofit
institutions that have grown over
the years, relatively unsophisti
cated financially. They handle
enormous sums of money (it’s esti
mated that in terms of dollars taken
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Significance to hospitals
Obviously, since so many op
tions and combinations of options
are possible, it can make a tre
mendous financial difference to a
hospital which cost allocation and
reimbursement method it chooses.
(Any combination is possible.)
Equally obviously, the figure work
involved would be tremendous.
The American Hospital Associa
tion, in its publication, Cost Find
ing for Hospitals, suggests no fewer
than 37 cost centers for the average
hospital, and the government’s
Form SSA-1562, the basic form for
reporting cost apportionments, fol
lows the AHA categories. To work
out this quantity of figures for each
of 37 categories in four different
ways to determine which is most
advantageous is an almost super
human task by manual methods.
It is, on the other hand, a situ
ation made to order for a computer,

center expenses are allocated to all
of the other cost centers before
being passed on down to special
and inpatient cost centers; under
accumulative, the original amount
plus costs allocated to that point
in time are allocated to all of the
other general service cost centers
and to all of the revenue-producing
centers.
Eventually, in either instance, all
overhead costs are lodged in rev
enue-producing centers, but Na
tional Cash claims the two meth
ods can produce slightly different
results for the set of basic cost
figures. So National Cash processes
each set of hospital figures through
six different processes: step down
allocation under departmental re
imbursement and combination re
imbursement, nonaccumulative al
location under both types of reim
bursement, and accumulative allo
cation under both types. Six differ
ent methods of computation, and
startlingly different reimbursement
Management Services
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and the government only then pays
started were that it would amount
results in many instances even
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the difference between $22 and $25
to between 5 and 7 per cent
though the raw cost figures going
total patient population.
a day for each patient cared for
in for any hospital are all identical.
Medicare is covering 35 to 45
during that year. (See the exhibit
on this page.)
per cent of hospital patient loads
Intermediaries have approved
Under the NCR system, National
already, at a time when thousands
Cash officials point out, the cost of
of Social Security beneficiaries
The NCR methods and computa
getting precise figures is low
across the country still do not rea
tions have been blessed by many of
enough that it will pay a large
lize their privileges under Medi
the intermediaries—the Blue Cross
hospital to figure its reimbursement
care.
groups in various states which must
figures far more frequently than
In their way, a number of hos
approve the hospital’s figures and
once a year. Once a quarter is
pitals are still living in the same
which periodically must audit
their suggestion. The intermedia
blissful naivete that so many po
them. They haye also been wel
ries will accept quarterly reports
tential Medicare beneficiaries are.
comed by a number of CPAs who
and authorize retroactive payments
It was pointed out at the begin
anticipate being called on by hos
based on them. Moreover they will
ning of this article that almost all
pitals to help prepare cost figures
accept the new, higher figure as a
hospitals are now under Medi
but who realize how time-consum
base for ongoing payments during
care and must make their account
ing a job it would be to compute
the succeeding quarter. Thus, some
ing system conform to a govern
all possible methods of arriving at
interest is lost, but not nearly as
ment standard to receive reim
reimbursement figures. NCR has
much as would be lost if there were
bursement benefits. However, this
already signed many open-end
a delay of an entire year.
is a purely arbitrary standard, with
contracts with accountants, in
The
financial
dimensions
of
the
allocation of costs following a pat
which the accountant agrees to pay
problem
to
hospitals
become
more
tern rather than the true schedule
the company approximately $200
apparent when it’s realized that
of the individual hospital. More
for each hospital account he sends
Social Security predictions of the
over, the allocation method usually
in but is obligated for nothing if
Medicare load before the program
employed is the simplest form of
such hospital accounts do not ma
terialize.
However, they probably will.
For NCR has another telling argu
ment, beyond the obvious advan
tages to any hospital of finding
which method of accounting is best
suited to its operations before the
first of next year.
Technically each hospital must
submit its RCC—its ratio of charges
to charges—once per year to the
government through the inter
mediary to justify its Medicare re
imbursement claims. But, actually,
the cost of patient care is con
stantly rising, so that it can be an
ticipated the Medicare charge per
patient will be higher at each suc
cessive period. The government
will accept this and compensate
the hospital for its higher costs for
the twelve months just passed. But
the government, as always, pays
no interest. So in effect the hospital
loses money. If it costs $25 a day
to give basic care to a patient, and
it is only compensated at $22 a day
Chart illustrates why NCR stresses possible advantages of reporting cost
by the Social Security Administra
figures on quarterly basis. The government will reimburse a hospital for a rise
in patient costs over the year, but it will not pay interest on the amount the
tion, a large hospital will lose a
hospital has spent. If patient cost rises are reported periodically, adjustment
considerable amount it might other
is made almost immediately to the new rate. Cross-hatched portion of sketch
wise have gained if it takes a year
represents capital investment on which hospital would not lose interest if
rises were reported on quarterly rather than annual basis.
before the discrepancy shows up
July-August, 1967
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N C R

CARES

INPUT FORM

*TRADEMARK OF THE NATIONAL CASH REGISTER COMPANY

The National Cash input form is to be filled out by the hospital submitting
its figures for processing. It follows the American Hospital Association Cost
Apportionment form quite closely, except that it leaves some blanks for
an individual hospital's cost centers so that it can make any additions it
requires. Thus, the NCR form allows for
cost centers; the AHA for 37.

step down method, which is often
not the best pattern for a hospital.

No other EDP programs
National Cash runs its program

on its 315 computer at Dayton,
headquarters. As Dayton gains
more experience with the program,
it will be fed out, with Dayton in
structors, to the company’s 15 other
data processing centers around the
country, which will prepare a hos
pital’s figures for the same basic
32
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charge—approximately $200. Hospi
tals which already have 315s in
stalled or have ordered them will
receive the program free, as long
as they agree not to use the pro
gram for any institution but their
own.
The other computer manufac
turers? As far as either National
Cash or this magazine has been
able to learn, none of them has a
program already working as Na
tional Cash does. And it is the
program that is most important

here; the accounting is laborious
but not intrinsically difficult for an
accountant. Actually, the figures
could be worked out on any com
puter of the same capacity as the
315—if it had the correct program
to follow. As far as is known, no
other company has yet worked that
out.
The computer will give the cor
rect results for any hospital, pro
vided it is fed the correct figures.
And here, according to Larry
Bertsch, a CPA now employed by
Management Services
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By the same token, National Cash uses blue printing for all cost centers
except "Inpatients" and "Nursery," so that any hospital may substitute its
own terminology for cost centers in the standard form. The keyed Columns
1-20 at the top of the form are used to show the basis of allocated
for the General Service Cost centers.

National Cash who was largely in
strumental in working out the ac
counting aspects of its Medicare
program, is where the practicing
accountant can play his most vital
role—in helping the hospital syste
matize its basic accounts so they
are in accord with the reporting
formulas devised for Medicare.
For example, many hospitals
now cannot give a precise alloca
tion of cafeteria expenses, which
should be broken down by num
ber of personnel served for each

hospital cost center, for the simple
reason that no record is kept. Some
of these hospitals have had to use
a rough and ready method of cal
culating the number of square feet
occupied by each cost center and
then projecting that as a fraction
of cafeteria costs in order to make
an allocation. Other examples of
methods just as primitive have
been frequent. For example, if a
corridor serves both X-ray rooms
(a revenue-producing cost center)
and cafeteria (a revenue-losing
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cost center), how is depreciation
for the part of the building occu
pied by that corridor to be charged
—to X-ray or to cafeteria?
“This is where the accountant
can make his most vital contribu
tion,” Bertsch says, “in determin
ing the best allocation of costs in
the first place, and in setting up a
record keeping system that will en
sure that those costs are recorded
in the right way. If we get the
right figures, the computer will
give the right results.”
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